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Abstract

Franchising is one of the most trustworthy strategic alliance formations to start or 
expand businesses. Like many other business formations, franchise businesses need 
sustainable and long-term running; these objectives can be reached by a proper rela-
tionship between partners – the franchisor and the franchisee – in the alliances. Both 
partners’ perspectives are valuable inputs to provide insight into understanding the 
sustainability of Indonesian franchise businesses. Furthermore, in any type of strategic 
alliances conflict is a risk that needs to be managed properly. This study aims to exam-
ine the relationships of determinants that influence franchise business sustainability. 
The determinants are risk management, trust, satisfaction, and sustainability. The study 
applies confirmatory factor analysis using structural equation modeling (SEM) AMOS 
software. Respondents in this study are franchisors and franchisees in the Indonesian 
retail and food and beverages (F&B) sectors, the study accommodates 204 respondents. 
Based on the analysis the study reveals that there is a positive relationship between 
risk management and satisfaction. Risk management also has a positive relationship 
with survivability; trust and satisfaction also have a positive relationship. Meanwhile, 
there is no relationship between satisfaction and survivability and the last relationship 
is between trust and survivability that has no positive relationship between the deter-
minants. This study provides clearer insight to understand the relationships between 
determinants that influence franchise business survivability in Indonesia, especially 
based on both parties’ perspectives.

Dorojatun Prihandono (Indonesia), Andhi Wijayanto (Indonesia),  
Dwi Cahyaningdyah (Indonesia)

Franchise business 

sustainability model: Role 

of conflict risk 

management in Indonesian 

franchise businesses
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INTRODUCTION

Proper relationship in franchise business formation builds proper co-
operation between partners: the franchisor and the franchisee. Both 
parties are expected to maintain their relationship to establish sur-
vivability and sustainable businesses. Along the business progresses, 
the franchise businesses might and surely will encounter any disputes 
that can lead to failures. The conflict between partners generally re-
lated to moral hazard and path dependency (Gant & Buchan, 2019), 
lack of entrepreneurial orientation (Botha & Prawlall, 2018), the next 
is loan issue (Alon et al., 2015), and trust (Dada et al., 2012; Sanny et 
al., 2017). Previous studies in the franchising area were in the western 
context, so there is a need to develop a study to examine determinants 
that influence franchise business survivability in Indonesia. Mostly, 
Indonesian franchisee businesses are in the food and beverages sec-
tors or retail sectors. Indonesia’s franchise survivability has not been 
profoundly examined, therefore requires an analysis regarding fran-
chise business survivability issue. The ability to survive is related to 
business problem solving and cooperation trust; therefore, the ability 
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to maintain a proper relationship between franchisee and franchisor is pertinent. Previous studies have 
not examined the influence of trust on survivability; therefore, this study aims to examine this effect 
especially in franchise businesses. Business risk mitigation is also needed to reduce failure in franchise 
business relationships. Franchisee risk mitigation should establish information seeking to both parties: 
the franchisee and the franchisor. The risk in doing business using the franchise formation can be in 
the form of conflict between franchisor and franchisee, the conflict will cause instability in the relation-
ships, and it can lead to business termination (Grace & Weaven, 2011). 

1. LITERATURE REVIEW 

AND HYPOTHESES 

DEVELOPMENT 

Franchising is an agreement in a business strategic 
alliance in which the franchisor provides a license 
to an individual or other company, and the fran-
chisee runs a business as determined in a certain 
period, where the franchisor gives the right and 
business license and in return, the franchisor will 
earn royalties and other types of payments (Lee 
et al., 2015). In the sense of the modern business 
world, the franchise agreement covers several im-
portant concepts: market-testing business pack-
ages, self-financing of franchises, and corporate 
franchises or multi-unit franchisees (Hodge et al., 
2013). Moreover, franchising is a form of relations 
exchange in which the parties in the franchise 
agreement are commercially dependent on each 
other and create a continuing ‘tense and ease ac-
tion’ between them (Grace et al., 2016). 

All types of business formations bear risk, and risk 
is a decisive factor in business, especially in a stra-
tegic business alliance such as franchising where 
parties are involved in managing the businesses. 
Managing the risk of business is a challenging 
task for managers. One of the potential risks that 
may arise in a business alliance is the bankrupt-
cy of the alliance; one of the main triggers is due 
to conflicts between parties in the alliance (Das & 
Kumar, 2010). Cultural barriers and mismatches 
of ‘chemistry’ between persons in a strategic alli-
ance might cause business failure (Wu, 2015).

This study aims to examine the determinants’ re-
lationships based on the two parties’ perspectives 
who are bound in a franchise agreement and to 
develop a risk management scheme in non-fi-
nancial businesses to increase the survivability of 
Indonesia’s franchise business.

Risk between parties in strategic alliances such as 
franchise business arrangements should be man-
aged properly. Business managers in a franchise 
carry out the process of identifying risks and vari-
ous challenges in business, including how to man-
age the relationship between partners, which has 
become a routine activity for them. In a paradigm 
of proper business-to-business (B2B) relationships, 
companies can create and maintain their compet-
itive advantage by acquiring several actions to en-
sure that the alliances are still intact cohesively. In 
practice, there is a possibility that one of the par-
ties has a more dominant role (Blois, 2009). This 
more dominant role can be in the form of a greater 
influence so that the other party acts according to 
what he wants; therefore, the term ‘equal’ rights 
and obligations in B2B relationships are impor-
tant to ensure good relationships. In a franchise 
agreement, the perception of equity is based on 
the franchisor and franchisee (Grace et al., 2016). 
The issue of equity is still a debate (Blois, 2009); 
therefore, normative expectations of equity are re-
lated to the correlation between input and output 
which is considered “fair” in a partnership (Blois, 
2009). Proper relationships between partners will 
lead to the formation of a successful business, 
where delivery of product or service is improved 
and maintained for the partners’ benefit (Wang & 
Lee, 2009). Franchise agreements have character-
istics indicated by a series of relational exchang-
es, the success of which depends on how to man-
age and maintain costs and profits from partners 
(Harmon & Griffiths, 2008). Maintaining a good 
relationship between partners is very essential so 
that the advantages expected from this franchise 
cooperation will not be realized if there is no good-
will from the partners (Antia et al., 2013). As with 
other business alliances, the selection of potential 
business partners is seen as something hazardous, 
furthermore, once the business is formed, the risk 
exists in the form of how to manage the collabo-
ration or cooperation. The types of risks that arise 
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in the franchise business are generally related to 
conflict occurrence (Doherty et al., 2014). 

An effort to resolve conflicts between franchisors 
and franchisees is to understand the conflict’s in-
itiates (Weaven et al., 2012). This type of conflict 
arises when a lack of cooperation between part-
ners can lead to opportunistic actions between 
them, in which these actions can be manifested 
in several ways, such as incompatibility with the 
franchise system, misunderstanding, suitability 
of outlet locations, problems with marketing ar-
eas, profitability, communication problems and 
franchise fees (Grace et al., 2016). The risk of this 
conflict can provoke proper relations between 
partners, resulting in the emergence of misun-
derstandings. If the misunderstanding will result 
in conflict between partners and can be fatal, the 
parties to the franchise agreement need to have 
the means to maintain good relational relation-
ships and minimize the emergence of opportun-
istic behavior (Ishida & Brown, 2013). To mini-
mize the potential for conflict, partners need to be 
aware of the possibility of conflict (Weaven et al., 
2012). By minimizing potential conflict, the level 
of relational relationships between partners will 
reach a level of satisfaction for both of them, and 
this ideal condition will create a productive rela-
tionship from a business perspective (Frazer et al., 
2012; Wright & Grace, 2011). Satisfaction with the 
relationship between the franchisor and the fran-
chisee is thought to influence survivability, there-
fore further testing is needed. 

A productive business relationship in a strategic 
alliance such as a franchise is important, given the 
market competition’s very intensive level (Wright 
& Grace, 2011). The level of pressure in the rela-
tionship between businesses needs to be main-
tained, meaning that if the pressure increases to 
lead to an inharmonious relationship, it needs to 
be resolved in an appropriate way to reduce the 
level of tension between the parties doing business 
(Altinay et al., 2014; Davies et al., 2011). The man-
agement of this relationship is crucial, considering 
that business in strategic alliances is seen as vul-
nerable to conflicts between partners in it. Dada 
and Watson (2013) also emphasized that in a fran-
chise agreement, personal relationships between 
franchisors and franchisees are very important to 
be maintained at a good level to ensure the sus-

tainability of the business. The improvement of 
relationships has an important role in determin-
ing the success of alliance businesses such as fran-
chising, and if there is no agreement between the 
two parties in the franchise, it can have negative 
consequences for this collaborative relational rela-
tionship (Doherty, 2009; Altinay & Brookes, 2012). 
Fostering proper relationships between parties in 
a franchise agreement is quite challenging, con-
sidering that each person has their characteristics, 
which is why increasing relational relationships 
play an important role in maintaining good rela-
tional relationships between franchisors and fran-
chisees (Altinay et al., 2014). 

The relationship between partners is dynamic, 
and throughout the business activity there will be 
up and down relationships; in this context, trust 
has become a factor that can provide each party 
with a minimum amount of doubtfulness that can 
bring the solid relationship into a vulnerable state 
(Atinay & Brookes, 2012). Furthermore, in allianc-
es such as franchising, actions done by each par-
ty would have an impact on their trust, on several 
occasions, the actions can be a little bit too far out 
of the course. This kind of thing can reduce the 
level of trust and in the forthcoming, it can have 
a negative impact on the business performance. 
If the business performance deteriorates it will 
affect the business relationship between parties, 
trust between them will decrease as well (Croonen, 
2010). According to a previous study by Davies et 
al. (2011), if there is a strong trust between part-
ners they will obey their agreement, each partner 
will perform the business as it should be based on 
their rights and obligations, and moreover, busi-
ness performance will increase and the business 
will survive in the future. Croonen (2010) also 
emphasized that trust is a significant foundation 
of competitive advantage and Frazer et al. (2012) 
added that trust also plays a huge role in decreas-
ing the level of conflict and it can lead to business 
survivability. 

This study aims to examine the determinants’ 
relationships based on the two parties’ perspec-
tives who are bound in a franchise agreement. 
Second, this study also aims to develop a risk 
management scheme in non-financial business-
es to increase the survivability of Indonesia’s 
franchise business. 
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Based on the abovementioned, this study develops 
hypotheses as follow:

H
1
: Risk management has a positive influence on 

franchise business survivability.

H
2
: Risk management has a positive impact on 

parties’ level of satisfaction.

H
3
: If each partner is satisfied with the rela-

tionship, the level of business survivability 
increases.

H
4
: Trust increases the level of parties’ satisfac-

tion in the franchise business formation.

H
5
: The level of trust between parties increases 

the level of franchise business survivability.

Figure 1 shows the model of this study. 

2. METHODS

This study applies a quantitative method, using 
confirmatory analysis (Brown, 2003) with SEM 
AMOS as the software analysis. The population 
of this study is managers and business owners of 
franchise businesses in the retail and F&B sec-
tors in Indonesia. There are 204 franchisors and 
franchisees as a population, based on the formula, 
when the degree of significance is 0.05, the sam-
ple needed is 204/1+204(0.05)2 = 204/1.525 = 135. 

Therefore, the minimum needed sample is 135. 

( )2
.

1

N
n

N e

=
+ ⋅

 (1)

Based on the sampling method, this study ac-
quires 138 samples. This study uses a non-proba-
bility sampling technique. This sampling method 
is based on selecting respondents based on cer-
tain criteria there are F&B owner or manager of a 
franchise business, at least one year of experience 
managing a franchise business, and an entrepre-
neur who legally has a franchise business. The in-
dicators for the construct determinant of conflict 
risk management are pre-investment screening, 
due diligence, opportunistic behavior, and mar-
ket demand (Anderson & Weitz, 1992; Blut et al., 
2011; Grace et al., 2013). Based on Rodrigues and 
Wilson (2002), and Johnston et al. (2004), indi-
cators for trust are ‘goodwill trust’, ‘competence 
trust’, ‘cognition-based trust’, and ‘affect-based 
trust’. Satisfaction has several indicators, there are 
‘resource access’, ‘communication openness’, ‘per-
ceived conflict’, and ‘support’ (Palmatier, 2006; 
Davies et al., 2011). Survivability has several in-
dicators, there are ‘franchise expectations core 
competency fit or misfit’, ‘franchise expectations 
and core competency fit or misfit’, ‘partners’ com-
plaints and legal actions’, ‘strategic achievement’, 
and ‘business formula testing’ (Stanworth et al., 
2001; Holmberg & Morgan, 2004; Davies et al., 
2011; Winsor et al., 2012). Appendix A shows the 
table of the indicators, statements and references 

Figure 1. Research model
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for each construct determinants, while the appen-
dix B shows the questionnaire and scale of this 
research.

3. RESULTS

3.1. Validity test results

The first step is to test the validity to find out that 
the data is valid, and then it can be tested using 
the reliability test. The validity test uses Pearson 
correlation to obtain the value of the data that has 
been obtained. The results of the Pearson correla-
tion test are shown in Table 1.

Table 1. Validity test results

Parameter Pearson correlation value
T1 0.736

T2 0.723

T3 0.782

T4 0.696

RM1 0.894

RM2 0.917

RM3 0.857

RM4 0.869

Sa1 0.678

Sa2 0.746

Sa3 0.754

Sa4 0.702

Su1 0.862

Su2 0.841

Su3 0.771

Su4 0.714

Note: T means Trust; RM means Risk Management; Sa means 
Satisfaction; Su means Survivability.

Table 1 shows that the Pearson correlation value 
has met the research rules at the 5% significance 
level. This indicates that the data obtained during 
the study shows a valid value. The reliability test is 
shown in Table 2.

3.2. Reliability test results

All variables have met the reliability criteria be-
cause Cronbach’s alpha value is > 0.6 (Brown, 2003).

Based on hypotheses testing, three hypotheses are 
supported, and two hypotheses are not support-
ed. There is a positive and significant effect of risk 
management on satisfaction with a CR value of 
5.288 (sig = 0.000), it is indicated risk management 
implementation builds satisfaction. Trust has a 
positive and significant effect on satisfaction (CR 
= 2.535, sig = 0.011 < 0.05), when trust establish-
ment encourage satisfaction for both franchisee 
and franchisor. Risk management has a positive 
and significant effect on survivability (CR = 2.482, 
sig = 0.013 < 0.05). Trust has no effect on surviva-
bility (CR = 0.550, sig = 0.583 > 0.05) and satisfac-
tion does not impact survivability (CR = 1.403, sig 
= 0.161 > 0.05)

This study proves trust positively affects the satis-
faction of the relationship between the franchisor 
and the franchisee. This study strengthens the 
previous study, which shows a positive and signif-
icant relationship between trust and cooperation 
satisfaction, a collaboration that is built needs to 
be based on trust so that there are no spaces that 
lead to dissatisfaction, and suspicion can be re-

Table 2. Reliability test results

Reliability Cronbach’s alpha

Trust 0.714

Risk management 0.906

Satisfaction 0.682

Survivability 0.81

Table 3. Research result

Variable relationship Estimate S. E CR P Results

Risk management → Satisfaction .511 .097 5.288 *** Supported
Trust → Satisfaction .356 .140 2.535 0.011 Supported
Risk management → Survivability .568 .229 2.482 0.013 Supported
Trust → Survivability –.129 .234 –.550 0.583 Not supported
Satisfaction → Survivability .541 .386 1.403 0.161 Not supported
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duced and eliminated (Dickey et al., 2007; Grace 
et al., 2016). A contract must be kept, an agree-
ment that both parties have agreed should be im-
plemented so that no interpretation can lead to a 
conflict. This can reduce the sense of satisfaction 
of both parties for the emergence of a disharmony 
that arises. In addition, business partners, espe-
cially franchisors, need to be relied on to improve 
relational relationships in franchise relationships. 
This study proves that trust does not directly affect 
survivability but tends to result in the satisfac-
tion generated from the cooperation between the 
franchisor and the franchisee. This study proves 
that satisfaction is not always the main basis for 
determining business survivability. This study has 
shown that risk management can be positively and 
significantly related to the satisfaction of the co-
operation relationship between franchisees and 
franchisors. This study has proven that the abil-
ity to mitigate risk well has a positive effect on 
satisfaction.

4. DISCUSSION

The relationship between the franchisor and the 
franchisee is a business relationship that exists to 
cooperate in a franchise business. This relation-
ship has two possibilities: mutual support between 
two parties or opportunistic behavior that can 
harm either party (Watson & Johnson, 2010). A 
contract is a tool in guiding the franchisor and the 
franchisee relationship. Even so, it does not rule 
out the possibility of an improper relationship. 
Therefore, trust in establishing business relation-
ships is essential (Davies et al., 2011). Relationships 
based on opportunistic behavior between the two 
parties can reduce the sense of trust and stretch 
the relationship in the future. For example, when 
a franchisor tries to enter the business area, the 
franchisee’s satisfaction will decrease, resulting in 
suspicion from the franchisee because opportun-
istic actions can injure a relationship and affect fu-
ture cooperation. Suspicion can lead to dissatisfac-
tion on the part of the franchisee.

Relational contract theory is a theory that ex-
plains that some contracts or agreements cannot 
be fully carried out by either the maker or the oth-
er party so that suspicions can arise from other 
parties (Baker et al., 2002). This study strengthens 

relational contract theory in which an agreement 
that has been agreed upon by both parties, in this 
case, is between a franchisor with franchisees and 
is carried out properly, it has implications for in-
creasing the sense of trust that arises from both 
parties and a sense of satisfaction over the exist-
ing cooperation so far (Grace et al., 2016; Wright 
& Grace, 2011). Collaboration in any business re-
lationship needs further discussion to discover 
detail in the contracts that have been established 
so that the trust that arises can increase with the 
points of agreement carried out by both parties, a 
contract needs an explanation that can allow mul-
tiple interpretations to emerge. This can have im-
plications for increasing the satisfaction of coop-
eration that exists between the franchisor and the 
franchisee.

Perception can play an important role in increas-
ing trust and satisfaction so that both parties can 
provide mutual trust and ensure that the con-
tract that has been agreed upon can run smooth-
ly. Franchisees who feel that the franchisor gives 
goodwill will provide a sense of trust and increase 
the cooperation established so far (Weaven et al., 
2012). Franchisees require ongoing guidance and 
training to improve the performance or perfor-
mance of a franchise. The existence of good inten-
tions from the franchisor will increase satisfaction 
with the currently built cooperation. The broader 
implication is cooperation in the future. Besides, 
trust is needed in businesses, therefore franchise 
businesses can operate smoothly without any dis-
ruption in a collaboration.

Franchisors need to provide the support that is 
considered important to franchisees so that the 
performance that appears is getting better and 
increasing continuously. Trust is essential for 
growing a business and can be beneficial for both 
parties. Cooperation based on trust can provide 
a satisfying collaborative relationship that can 
have positive implications in running a business 
(Altinay et al., 2014). If a business is not satisfied, 
then for the franchisor and franchisee the rela-
tionship does not work harmoniously. However, 
there is a continuous effort without the satisfac-
tion of the cooperation agreement. In principle, a 
harmonious relationship is a key to exchanging 
knowledge that a party has (Nyadzayo et al., 2015). 
Franchisors who provide knowledge about the 
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management of a business can be put to good use 
by franchisees, so that satisfaction arises and can 
encourage business survivability.

Satisfaction reflects the relationship that exists be-
tween both parties. Dissatisfaction with the rela-
tionship indicates a conflict that can cause a fran-
chise business to continue in the future but ruin 
the relationship. The franchisor’s role is very im-
portant in providing knowledge and business de-
velopment to make the franchisee able to perform 
better business performance in the future consist-
ently and continuously, along with the strengthen-
ing of the franchisor’s reinforcement. Satisfaction 
is an indication that reflects a harmonious rela-
tionship between franchisees and franchisors, so 
the implication is business survivability. When a 
business can run continuously in the future, this 
is due to the development of materials and busi-
ness strategies needed to improve performance. 
A collaboration owned by the franchisor and 
franchisee can encourage business survivability 
formed on the strategic achievement of a business 
in the franchise concept that cannot be separat-
ed from the existence of a strategy to encourage 
the achievement of a goal (Stanworth et al., 2001). 
One of the business objectives is to encourage an 
increase in expansion and an increasing number 
of market shares to increase sales; the expected re-
sult is an increase in the number of sales and is di-
rectly proportional to the amount of income that 
is owned. A business with a belief can build a stra-
tegic achievement so that both the franchisor and 
the franchise can implement the planned strategy 
in the implementation stage. This achievement is 
inseparable from the trust and satisfaction during 
the collaboration between parties along with the 
cooperation that reflects the balanced relationship 
that can achieve a strategy by exchanging knowl-
edge through knowledge sharing.

The cooperation relationship between the fran-
chisor and franchisee is an expectation built based 
on trust to achieve predetermined goals, namely 
the wider market share that is owned and the in-
come that continues to increase (White, 2010). A 
business is conjoined with the potential risks that 
might arise from cooperative relationships with 
other parties so that a franchisee who wants to 
have a franchise business and wants to work with 
other parties, namely the franchisor, needs to mit-

igate a relationship. The risks that can arise as a 
consequence of a business can be mitigated by ear-
lier screening in the contract agreement and fran-
chisees can identify in advance through other par-
ties in gathering information about the franchisor’s 
reputation who has a franchise business (Aliouche 
& Schlentrich, 2011). A franchisee who collects 
information in advance regarding a franchisor li-
cense can minimize risk. Business legality and in-
formation are beneficial for franchisee considera-
tion to create a decision; therefore, it is being the 
first screening to establish cooperation (Mainardes 
et al., 2019). The agreement contract is a vehicle 
for franchisees to recognize in advance through 
other parties in gathering information about the 
franchisor’s reputation who has a franchise busi-
ness. This study has shown that risk management 
can have a positive and significant relationship to 
the satisfaction of the cooperative relationship be-
tween the franchisee and the franchisor.

This study has proven that the ability to miti-
gate risk well has a positive effect on satisfaction, 
meaning that a franchisee who first collects infor-
mation about the franchisor who has a franchise 
license can minimize a risk that can arise so that a 
franchisor is not easy to believe. The information 
collected can strengthen the initial information 
that can increase awareness in managing business 
risks. A business partner needs to know its rep-
utation before signing a contract (Aliouche et al., 
2012). Therefore, if a content fan already knows 
in advance about the franchisor’s reputation, this 
can encourage satisfaction because the informa-
tion obtained is complete enough so that the pos-
sibility of default is getting smaller. Therefore, the 
satisfaction possessed by the franchisee in a busi-
ness cooperation relationship increases when car-
rying out an information search, franchisee needs 
to research market information so that the infor-
mation obtained is not only about the reputation 
of the franchisor; as a result, the franchisee can 
predict demand for goods produced or sold when 
the agreement or contract is signed.

A larger market share is an attraction that en-
courages franchises to make a contract with the 
franchisor; the wider the market share they have, 
the greater the business opportunities will be 
(Doherty, 2009). Cooperation implementation 
encourages better performance; hence, it reduces 
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opportunistic behavior from franchisors or fran-
chisees. Risk management is a suitable strategy 
when one party is not able to conduct according 
to the signed contract (Liu, 2016). This study indi-
cates that risk management regarding opportun-
istic behavior can encourage cooperation carried 
out by both parties.

This study has proven that risk management does 
not directly affect business survivability but the 
satisfaction of the cooperation that exists between 
the franchisor and the franchise fully mediates the 
relationship between risk management and busi-
ness survivability. This study proves that satisfac-
tion with cooperation reflects the harmonious re-
lationship between franchisors and franchisees, but 
it does not always have a positive effect on business 
continuity. Franchises can survive from time to 
time with a harmonious relationship between fran-
chisors and franchisees. A franchisee needs to mit-
igate the relationship between the franchisee and 
the franchisor to avoid opportunistic behavior. Risk 
management has a direct effect on business surviv-
ability. Cooperation satisfaction that exists between 
the franchisor and the franchisee does not medi-
ate the relationship between risk management and 
business survivability (Madanoglu et al., 2019)

Risk management business formation can 
strengthen franchisees against losses caused by 
testing new business formulations, testing busi-

ness formulations does not necessarily show 
success in several circumstances (Perrigot et al., 
2014). Risk management is also a significant fac-
tor to reduce a loss from incomplete information. 
Franchisees should look for a franchisor with a 
good reputation. When a franchisor has a good 
reputation, this can be related to the business 
survivability. When a franchisee cannot main-
tain the current business capital or the number 
of requests is decreasing, this can encourage a 
business to close faster than the time predicted. 
A franchisee needs to obtain comprehensive in-
formation to obtain the capabilities and capaci-
ties of the franchisor in assisting the transition 
of the business survivability (Raha & Hajdini, 
2020). Adaptability and an ideal business model 
are important components in determining the 
sustainability of a business in the future. Risk 
management attempts to collect complete in-
formation regarding business reputation with a 
significant relationship with the business sur-
vivability of one party (Fraser & Simkins, 2016). 
The results of this study are consistent with the 
previous study, namely strengthening the re-
lationship between risk management on coop-
eration satisfaction and business survivability. 
A business cannot stand by itself, so there is a 
need for support from other parties-the fran-
chisors or the franchises to rectify risk manage-
ment and relationship to sustain the business in 
the long term.

CONCLUSION

This study has addressed the problems in examining the relationship between determinants of franchise 
business survivability in Indonesia, especially in the retail and F&B sectors. There is some evidence 
based on both parties’ perspectives that acquiring risk management scheme in assessing the risk of 
conflict will have a positive influence on franchise business survivability. The next is that the study al-
so shed a light on how other determinants influence this process. Risk management also has a positive 
contribution in obtaining the partners’ satisfaction in enduring their relationships. This shows that if 
each partner or party is aware of conflicts that may occur, they will comply with the contract and pro-
vide the alliances with a feeling of contentment in each party. Trust also plays a positive role in provid-
ing partners with a level of satisfaction, as this will affect how they will work together in the alliances 
to reach the goals of the businesses. On the other hand, two hypotheses are not supported; there is the 
relationship between satisfaction and survivability and the relationship between trust and survivability. 
This phenomenon provides franchise business formation with evidence that led to providing more and 
continuous risk management schemes in the strategic alliances such as franchising. Risk management, 
especially in non-financial aspects, can be a strategic and pertinent determinant to ensure the franchise 
formation reaches its goals and objectives as a continuous business. This study also demonstrates that 
trust and satisfaction perhaps are not sufficient in ensuring the businesses will survive in long term pe-
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riod. It needs risk management schemes and approaches to provide partners with insight in identifying 
risks to avoid conflict that can lead to businesses termination. 

This study can be a valuable source for franchise businesspeople to build a solid relationship between 
franchisors and franchisees. Franchise businesses are encouraged to adopt a risk management scheme 
to enhance their franchise business survivability. This paper provides a guideline to strengthen their 
business strategy and achieve continuous business performance. This study also examined antecedents 
of business survivability; in the future, another study needs to offer analysis using other determinants 
so that it can provide the franchising area with more broad variations of determinants that might have 
an impact on improving the franchise business survivability.
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APPENDIX A

Table A1. Risk management

Indicator Code Statement Reference

Pre-investment screening Pre

The business reputation of a potential business 
partner is important before starting a business 
partnership

Grace et al., 2013

Due diligence Due

Before signing a franchise agreement, I must find 
information about potential business partners 
(via the internet, business colleagues, business 
associations, etc.)

Blut et al., 2011

Market demand Mrk
Before starting a franchise there is no need to 
conduct a market survey Anderson and Weitz, 1992

Opportunistic behavior Opp

Opportunistic behavior (behavior that is not 
in accordance with the franchise agreement) 
sometimes appears in franchise agreements

Winsor et al., 2012

Table A2. Franchisor-franchisee satisfaction

Indicator Code Statement Reference

Resource access Acc No problems are accessing my colleague’s resources Palmatier, 2006

Communication openness Com My business associates are available for open 
communication

Grace et al., 2013; Bordonaba-Juste 
et al., 2011

Perceived conflict Con I am aware that conflicts can arise in franchise 
agreements

Grace et al., 2013

Support Sup I get enough support from my business partners. Palmatier, 2006; Grace et al., 2013

Table A3. Survivability

Indicator Code Statement Reference

Strategic achievement S. Acv Periodically setting business targets and milestones 
are not important Stanworth et al., 2001

Business formula testing BFtest
The business formula test is important in a franchise 

business
Stanworth et al, 2001

Franchise expectations and 
core competency fit or misfit FECC

The expectations and competencies of my business 
associates are immaterial

Holmberg and Morgan, 2004; 
Davies et al., 2011; Winsor et al., 

2012

Partners’ complaint and legal 
action PrtcL If there are complaints and disputes, I will seek legal 

advice

Holmberg dan Morgan, 2004; 
Boulay, 2010; Davies et al., 2011; 

Winsor et al., 2012
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APPENDIX B

Table B1. Questionnaire and scale

No. Question Strongly disagree Disagree Neutral Agree Strongly agree

1

The business reputation of a potential 
business partner is important for me before 
starting a business partnership

2

Before signing a franchise agreement, 
I must find information about potential 
business partners (via the internet, business 
colleagues, business associations, etc.)

3
Before starting a franchise there is no need to 
conduct a market survey

4

Opportunistic behavior (behavior that is not 
in accordance with the franchise agreement) 
sometimes appears in franchise agreements

5
No problems are accessing my colleague’s 
resources

6
My business associates are available for open 
communication

7
I am aware that conflicts can arise in franchise 
agreements

8
I get enough support from my business 
partners

9
Periodically setting business targets and 
milestones are not important

10
The business formula test is important in a 
franchise business

11
The expectations and competencies of my 
business associates are immaterial

12
If there are complaints and disputes, I will 
seek legal advice
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